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Avalanche is a groundbreaking, open-source blockchain that seamlessly 
caters to the requirements of both users and developers. With its modular 
and customizable design, Avalanche empowers developers to create highly 
scalable and high-performance smart contract blockchains. This innovation 
paves the way for a wide range of decentralized finance applications and 


enterprise blockchain solutions within a single, interconnected ecosystem. 


Avalanche achieves this through the concept of Subnets, enabling the 
creation of personalized blockchains featuring unique virtual machines and 
intricate validator rulesets. These Subnets form a platform of platforms, 
envisioning a global marketplace called ‘The Internet of Finance, where 


thousands of public and private Subnets converge. 


At the heart of the Avalanche platform lies $AVAX, its native token, which 
plays a vital role in securing the network. $AVAX is utilized for staking, 
facilitating peer-to-peer transactions, paying transaction fees, and 
establishing a common unit of account across multiple subnetworks created 


on Avalanche. 
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Published on TokenomicsHub 


Click Here 4 For a TLDR on Avalanche’s 
Tokenomics: 


What Problems Does Avalanche Solve? 


Avalanche aims to become the world’s first decentralized smart contract 
platform that can handle global finance with super-fast transaction finality. 
Moreover, Avalanche is focused on solving the widespread interoperability 


and scalability issues in the crypto space. 


Older Proof-of-Work blockchain platforms, such as Bitcoin, and sluggish 
Proof-of-Stake Blockchains like Ethereum, can process only 7 and 25 
transactions per second, respectively. When compared to some global 


centralized financial service providers, like Visa, which can handle up to 
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65,000 transactions at the same time, these platforms seem far too behind in 


speed and incapable of facilitating a large user base. 


Another problem Layer-1 Blockchains face is the lack of interoperability. 
Though new blockchain ecosystems are emerging daily, each with its unique 
solutions to different problems, most of them can’t communicate with one 


another. This factor seriously limits their functionality. 


Avalanche’s Solution: 


Avalanche is attempting to solve both these problems through its novel 
multi-chain infrastructure and a unique consensus mechanism. The latter 
allows the Avalanche platform to currently process up to 4,500 transactions 
every second with a finality clock of fewer than 3 seconds. Validators secure 
the network through a proof-of-stake consensus protocol allowing fast and 
low-cost transaction processing. Developers and users of the network use 


the native currency, $AVAX to pay for transactions. 


Similarly, the ability to facilitate a wide range of layer two public and private 


blockchains on its ecosystem boosts its functionality, allowing it to target all 
sorts of enterprises and businesses in every field, anywhere in the world. 
Other key objectives of Avalanche include security, flexibility, low fees, and 


sustainability. 


In contrast to other networks, fees on Avalanche are not directed to 
validators but instead are burned. This increases the scarcity of $AVAX which 
is counterbalanced by the minting process, to assure the longevity of the 


network. 


[Source] 
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This article delves into the integration of the $AVAX token into the 
Avalanche Protocol, how different user groups interact with the token, and 
the sources of its value. It aims to provide an in-depth exploration of the 
$AVAX token and its role within Avalanche. 


TA) Avalanche 


@SonnyTheDegen 


$AVAX(nlimited Supply) Yearly Inflation 7-9% 


Token Flow Diagram on $AVAX Within Avalanche. 


Token Utility of $AVAX: 


$AVAX is the native token of the Avalanche network and serves multiple 


functions within the ecosystem. It’s used for: 


1. Staking: validators and delegators must stake $AVAX tokens to participate 
in securing the network and earn staking rewards denominated in the 
native $AVAX token. Users with at least 2,000 $AVAX tokens staked on the 
network can run a validator node, while the minimum staking 


requirement to become a delegator is 25 $AVAX. The minimum lock-up 
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period is 14 days, and the staking rewards are around 8.5% for both 


parties. 


2. Fees: $AVAX tokens are required to pay transaction fees and other 
network operations, such as smart contract execution and the creation of 
subnets. In contrast to other networks, 100% of the transaction fees on 
Avalanche are not directed to validators but instead burned. This 
increases the scarcity of $AVAX, which is counterbalanced by the minting 


process, to assure the longevity of the Avalanche network. 


3. Cross-chain Transactions & Subnets: $AVAX is used to bridge between 
different blockchains within the Avalanche ecosystem, facilitating cross- 


chain communication and asset transfers. 


4, Subnets & Tokens: The Avalanche platform allows developers to create 


custom tokens and blockchains. Non-fungible tokens (NFTs), dApps, and 


a lot more can be created on Avalanche, with the $AVAX token utilized for 


fees and subscriptions. 


To create a Subnet, it requires a cost of 1 $AVAX. If you desire to utilize the 
security provided by Avalanche’s existing validators, you can establish your own 
validator by staking 2000 $AVAX. Presently, staking is exclusively accessible on 
Avalanche’s Primary Network. Any staking or rewards mechanism within a 
subnet should be managed by the subnet itself. The implementation of Subnet 
Validation Rewards ts part of the roadmap and is currently under active 


discussion through Avalanche’s Community Proposals. 


[Source] 
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O avalanche-foundation / ACPs 


°} Pull requests “1 ) Discussions >) Actions H Projects “1 D Security Insights 


Rethinking the requirements for subnet validators #10 


ay RockwellShah or 


Context: | want to continue the discussion that has happened in various places in the avax community. 
It's dlear that the current subnet requirements are holding back the growth of subnets. Specifically: 


© Stake 2,000 Avalanche (AVAX) tokens 
© Secure both the Subnet and the primary network (X,P, and C chain) 


These requirements are too burdensome in terms of cost and computation. With the latest developments of cross-subnet communication, it 


should be reasonable to start considering dropping these requirements. 
web3 has a golden rule: value should accrue to the network of participants based on the value of their participation. 
The primary network should accrue value based on the value of a subnet validators participation. 


If all a subnet validator wants to do is register with the P-chain to be part of the network and validate the blockchain running their dapp, why 
is the primary network asking so much value accrual to happen back to itself (in the form of 2k avax requirement)? 


join the network through registering through the p-chain, not validate the primary network, 
pation in the overall network? 


© Create issue from discussion 


Events 


8 comments - 49 replies © avalanche-foundation-admin 


Avalanche Community Proposal Discussion Oct. 19, 2023 


The utility and demand for $AVAX tokens are intrinsically tied to the growth 
and adoption of the Avalanche network, with increased usage of the 
platform driving value for the token. As transactions increase on Avalanche, 


more $AVAX tokens are burned. 


The same principle applies to subnets. With the creation of more Avalanche 
subnets, increased user interaction with the underlying Avalanche protocol 

results in a rise in $AVAX token burning. The maximum supply of the $AVAX 
token is capped at 720 million, and the burned tokens are eventually 


reissued. The only strict limit is the eventual 720 million $AVAX supply. 


Ecosystem Participants: 
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O @*@? 


Snapshot of Some of the Projects Built on Avalanche. 


Users/Investors: 


First, all transactions on the Avalanche network incur a gas fee. This gas fee 
is paid in the $AVAX token. The platform has based the algorithms for its 
transaction fee structure on the Ethereum dynamic fees model, EIP-1559. 
However, all the $AVAX used to pay transaction fees is burned, which 


reduces the total market supply and boosts its price over the long run. 


Delegators & Validators: 


Second, the $AVAX token is used to participate in the network through 
staking. Users with at least 2,000 $AVAX tokens staked on the network can 
run a validator node, while the minimum staking requirement to become a 
delegator is 25 $AVAX. 
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Track Performance over Time 


Compare up to 3 at a time. For timeframes > 90days, get data via Staking Data API. 


@ Staked AVAX Reward Rate @ Inflation Rate 


Reward Rate Inflation Rate Staked AVAX 


268.199m 


Average Staking Rate on 1/19/2024 


The minimum lock-up period is 14 days, and the staking rewards are around 
8.5% for both parties. 


Protocol Components: 


Avalanche’s Primary Network follows a modular architecture and comprises 


three built-in blockchains that each perform a different core function. 
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Primary Network 


ate Avalanche’s built-in blockchains 


Members must stake AVAX tokens 


unnu BEER BEER 


Exchange (X) Chain Platform (P) Chain Contract (C) Chain 


sus Protocol 


9m Chain 1 Custom hain 2 


Traits of the 3 Chains that Makeup Avalanche’s Primary Network. 


P-Chain: 

The Platform Chain (P-chain) is a key component of the Avalanche Network. 
The P-Chain implements the Snowman consensus protocol, which is 
Avalanche’s consensus mechanism, it serves as the metadata blockchain 


within the Avalanche network and has several important roles: 


1. Coordinating Validators: The P-Chain is responsible for coordinating the 
validators within the Avalanche network. Validators are nodes in the 
network that participate in the consensus protocol, helping to validate 


and secure transactions and blocks. 


2. Staking: It manages the staking mechanism, which is important for 
securing and operating the Avalanche network. Users can stake their 
tokens to support network security and participate in the consensus 


process. 


3. Tracking Active Subnets: Subnets in Avalanche are separate chains 


within the network that can have their own consensus rules and 
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tokenized assets. The P-Chain keeps track of active/inactive subnets. 


4, Creating New Subnets: The P-Chain also enables the creation of new 
subnets within the Avalanche network. This flexibility allows for the 
development of specialized subnetworks for various use cases, such as 


custom blockchains or token ecosystems. 


[Source] 


X-Chain: 

The Exchange Chain (X-chain) is well-suited for applications that involve the 
creation and exchange of digital assets, such as decentralized finance (DeFi) 
platforms, non-fungible token (NFT) marketplaces, and other tokenized 
asset ecosystems. Its flexibility and compatibility with cross-subnet transfers 
make it a versatile choice for a wide range of use cases within the Avalanche 


network. 


[Source] 


C-Chain: 

The Contract Chain, also known as the C-Chain, is a blockchain within the 
Avalanche network. Avalanche aims to provide a highly scalable and 
interoperable ecosystem for decentralized applications (dApps) and 
blockchain development. The C-Chain is one of the blockchain components 
in the Avalanche network, specifically designed for running smart contracts 
that are compatible with the Ethereum Virtual Machine (EVM). 


[Source] 
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All three built-in chains are validated by the Avalanche Primary Network, 
which is a special type of subnet. The platform supports the creation of 
many subnets (described further in the following section). Each subnet must 
be a member of the Primary Network which requires staking of the native 
token $AVAX — effectively meaning that each validator on a subnet must also 
validate all three built-in chains. However, validators of an individual subnet 
are not required to validate other subnets (each subnet has control over its 


own validator set). 


Subnets: 


Primary Network 


‘Subnet 1 


High-Level Overview of Subnets. 


A Subnet is a sovereign network that defines its own rules regarding its 
membership and token economics. Subnets are independent, they specify 
their own execution logic, determine their own fee regime, maintain their 


own state, facilitate their own networking, and provide their own security. 
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They don’t share execution thread, storage, or networking with other 
Subnets including the Primary Network, effectively allowing the network to 
scale up easily while enabling lower latency, higher transactions per second 


(TPS), and lower transaction costs provided by the Avalanche Consensus. 


Independent Token Economics: 


Subnets can have their own token economics with their own native tokens 
and fee markets. They can launch their own blockchains with customized 


virtual machines. 


Compliance: 


Avalanche’s Subnet architecture makes regulatory compliance manageable. 
As mentioned above, a Subnet may require validators to meet a set of 


requirements. 
Some examples of requirements include: 


e Validators must be located in a given country 
e Validators must pass a KYC/AML checks 


e Validators must hold a certain license 


Subnet Ecosystem Growth and its Impact on Avalanche 
Stakeholders: 
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Some of Avalanche’s Biggest Partnerships. 


The expansion of the Subnet ecosystem within the Avalanche network 
contributes to the interests of various stakeholders in several ways. Firstly, 
the establishment of more subnets allows for increased block space demand 
on the C-Chain, providing opportunities for validators to participate in 
securing the network. This creates an economy for validators to build 
reputations and pricing power as high-quality, value-adding partners to 
Subnets. Additionally, as subnets require validators to stake a minimum of 
2,000 $AVAX, the expansion of subnets leads to an increased demand for 
$AVAX staking. This can potentially drive the value of the $AVAX token, 


benefitting token holders and investors. 


Furthermore, the expansion of the subnet ecosystem results in $AVAX being 
tied down for staking, gas fees, and liquidity needs in the subnets that utilize 
it. This reduces the circulation of $AVAX and may contribute to its scarcity in 


the market, potentially increasing its value. 
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While the growth of subnets may not directly impact the value of $AVAX if a 


subnet uses a different token for transaction fees, the demand for $AVAX can 


still be influenced by the expansion of the subnet ecosystem. As the number 


of subnets and validators per subnet increases, the staking rate of $AVAX can 


see significant growth, especially with the transition to the permissionless 


structure of Elastic Subnets. This growth in staking rate has the potential to 


impact the value of $AVAX in the long term. 


Overall, the expansion of the Subnet ecosystem benefits stakeholders within 


the Avalanche network by providing opportunities for validators, potentially 


driving the value of $AVAX, and creating an economy for value-adding 


partners to Subnets 


Value Creation: 


Avalanche is a payment network and foundation to create and secure 


subnets, which are sovereign blockchains on Avalanche. 


For end-users, Avalanche offers a platform with low transaction fees and 
quick transaction times, which can be particularly beneficial for 
activities like trading digital assets or participating in decentralized 


finance (DeFi) applications. 


Its support for interchain compatibility also makes it easier for users to 


interact with multiple blockchain platforms. 


The more users delegate their $AVAX to validators, the more secure the 


network is. 
The ecosystem gains more value with each new subnet and user. 


The more Transactions on the Avalanche network, the more $AVAX 


tokens are burned. This mechanism hopes to capture scarcity while 
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offsetting inflation. 


Why Avalanche 
is the best blockchain 
right now 


Everyone 
can become 
a Validator tra on 
Count by now: Even faster than 
~ 1000 centralized 
blockchains 


Smart 
Contracts Wast are projects without smart 
oben seers a contracts used ter? 
every easy migrate 
transaction all Ethereum 
projects 
No 
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Source] 


Overall Goal: 


Avalanche is a high-performance, scalable, customizable, and secure 


blockchain platform. It targets three broad use cases: 


#1) Building application-specific blockchains, spanning permissioned 


(private) and permissionless (public) deployments. 


#2 Building arbitrarily complex digital assets with custom rules, covenants, 


and riders (smart assets). 
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#3 Building and launching highly scalable decentralized applications 
(dApps). 


The overarching aim of Avalanche is to provide a unifying platform for the 


creation, transfer, and trade of digital assets. 


Value Capture: 


[Source] 


Value Accrual to Protocol: 


Validating a subnet requires validating the Avalanche’s primary network. 
Validating a subnet requires staking a minimum of 2,000 $AVAX. As more 
subnets launch, more $AVAX will be staked. 
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The feedback loop of increased usage driving higher fees and subnet 
creation, requiring more validators and staking, can lead to a reduction in 
overall $AVAX supply availability over time. This scarcity could drive up 


valuation. 


Value Accrual to Token: 


The $AVAX token, as the native token of the Avalanche platform, accrues 


value in several ways: 


1. Fees: $AVAX is used to pay for transaction fees on the Avalanche network. 
As network usage increases, the demand for $AVAX to pay for these fees 


also increases, potentially driving up the value of the token. 


2. Staking: $AVAX is used for staking to secure the Avalanche network. 
Validators and delegators can earn rewards by staking their $AVAX 
tokens. This incentivizes holding and can reduce the circulating supply, 


potentially increasing the token’s value. 


3. Burning: Transaction fees on the Avalanche network are burned, 
removing them from the circulating supply. This deflationary 


mechanism can also contribute to the token’s value appreciation. 


4. Interoperability: $AVAX is used as a base asset in the Avalanche 
ecosystem and can be used across multiple subnets, increasing its utility 


and potentially its value. 


5. Scarcity: There is a hard cap of 720 million $AVAX tokens, creating 


scarcity which can contribute to value appreciation. 


Business Model: 
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As with all layer-1 blockchains, Avalanche sells “block space” — which can be 
thought of as accounting ledger entries that record the state of all user 
activity on-chain. Users pay for computation (and the recording of their 
state) in the $AVAX token — 100% of which is burned in the process — acting 


as an automatic “share buyback.” 


The supply side of the network (validators who approve transactions and 
provide economic security) is paid via new issuance of $AVAX tokens 
(inflation) — which can be offset by the burned tokens, making the network 


deflationary during periods of high on-chain usage. 


Below is a quick breakdown of the model. Please note that the inflation rate 
is dependent on the number of validators on the network and is subject to 


change per future community decisions. 


7x Avalanche (AV 


AVAX holders AVAX holders 


(staking via delegation) (not staking) 


| AVAX 


AVAX AVAX 
Validator ————. Protocol —— 


E ~p eo 


AVAX 


[Source] 
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Over the last year, the network did $11.5 million in user fees but paid out 
over $275m (token issuance/inflation) to compensate its validators. It’s 
common to observe crypto networks and protocols using token inflation to 
bootstrap the supply side of the network in the first few years after launch. 
With that said, the business model only works in the long run if user activity 
eventually compensates the supply side of the network — rather than token 


inflation. 


Per Avalanche’s token issuance schedule, the network is currently set to issue 
the last of its staking rewards in 2030 — putting pressure on the team to drive 
developers and users to the network in the coming years so that it can 


economically sustain itself far into the future. 


Ža Onchain financials 


2023 YTD 2022 2021 
Fees (million) $11.15 $94.18 $40.90 
Token incentives (million) $257.80 $1,006.10 $763.30 


Onchain earnings (million) -$246.65 -$911.92 -$722.40 


token terminal 


[Source] 


While it’s nice to see a significant drop in token incentives (network 
inflation), fees are down almost 90% year-to-date. For reference, Ethereum 


and Solana are down roughly 50%. 


Compared to L2s, Arbitrum is up 130%. Optimism is up 75%. Polygon is up 
25%. 
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Takeaway: it appears that Ethereum L2s are eating Avalanche’s market share. 


What does this mean for the next adoption cycle? Time will tell. 


Revenue Comes From: 


On Avalanche, transaction fees are paid in $AVAX. This includes transactions 
on the Avalanche C-Chain, where there must be sufficient $AVAX in the 
wallet to cover the cost of the gas for the transaction. The fees used to 
execute a transaction on Avalanche are 100% burned to manage inflation for 
$AVAX. 


Revenue Goes To: 


Validators who approve transactions and provide economic security, which 
is paid via new issuance of $AVAX tokens (inflation) — which can be offset by 
the burned tokens, making the network deflationary during periods of high 


on-chain usage. 


Stakers also receive rewards in $AVAX for staking and securing the network. 
The percentage varies depending on the current level of staking 


participation but is currently around 8.5% annually. 


$AVAX Demand Drivers: 


The demand for $AVAX, the native token of the Avalanche platform, is driven 
by various factors that appeal to different parties in the Avalanche 
ecosystem. Let’s explore the key demand drivers and the parties likely to buy 
or hold the $AVAX token. 


Utility Demand: 
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The utility of the $AVAX token is one of the key drivers of its demand. $AVAX 
is used as the gas token on the Avalanche platform, which means it is used to 
pay for transactions and smart contract executions. This creates a constant 
demand for $AVAX as users need it to interact with the Avalanche platform. 
Furthermore, any Subnet that utilizes $AVAX as the gas token will also 


increase scarcity as it will burn tokens, thus potentially driving up demand. 
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Transaction Fees AND. 


in the Avalanche Blockchain. Pepe ae 


In order to prevent spam, transactions on Avalanche require the payment 
of a transaction fee. 


| Chain | Transaction Type Transaction Fee (AVAX) 


P Create Blockchain 0.01 

P Add Validator (0) 

P Add Delegator (0) 
chang — aoa oa 
sili -o a Snan m- aammaaaes 
ia a A nies semaines", 
oe > EA anean nn e a 
a i pa itehia -aiaia 
oe vos nea a masi 


The C-Chain gas price is 4.7e-7 AVAX/gas. The C-Chain gas limit is 10e8. 


https://docs.avax.network/ https://www.avalabs.org/ 


AND. 


[Source] 


Staking Demand: 
Another significant driver of $AVAX demand is staking. In the Avalanche 


network, more tokens will be staked on Subnet validators, thus reducing the 
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circulating amount of tokens. This reduction in supply can lead to an 


increase in demand as the availability of tokens decreases. 


Speculative Demand: 


Speculative demand is also a significant factor in the demand for $AVAX. As 
the Avalanche platform continues to grow and develop, investors may buy 
$AVAX in anticipation of future price increases. This speculative demand can 
drive up the price of $AVAX, leading to further demand as investors seek to 


profit from price appreciation. 


Institutional and Retail Investors: 


Both institutional and retail investors are showing interest in tokenized 
assets, driving the demand for $AVAX. The realization that blockchain can 
enhance asset ownership, streamline processes, and open up new 


investment opportunities has led to a surge in interest from these investors. 


Liquidity Providers: 

Liquidity providers in decentralized exchanges (DEXs) and other DeFi 
protocols on Avalanche also contribute to the demand for $AVAX. They 
deposit $AVAX into liquidity pools, facilitating the exchange of $AVAX for 


other tokens. 


The demand for $AVAX is driven by its utility within the Avalanche platform, 
staking incentives, speculative investments, institutional and retail interest, 
as well as liquidity provision in decentralized exchanges. These demand 
drivers attract different parties, including platform users, investors, and 
liquidity providers, who recognize the value and potential of $AVAX within 


the growing Avalanche ecosystem. 
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$AVAX Distribution & Unlocks: 


Airdrop 
Private Sale 
Strategic Partners _ __ 


Community & Developer 


Foundation i Staking Reward 


Public Sale Option B 


Public Sale Option A2 


Chart From CoinGecko 


The token distribution details can be seen below. 360 million $AVAX were 
minted at launch, while the other 360 million are used as staking rewards 
released over the next decade. Of the tokens that were minted, there are 


various vesting periods ranging from 1 year to 10 years, as detailed below. 


Staking Rewards: 360 million tokens were minted at launch, and then the 
other 360 million tokens will be used as staking rewards for validators, 


released over decades. 


Seed Sale: 2.5% of the tokens were for participants in the seed sale. The 
price per token was $0.33, and they had a 1-year vesting schedule where 10% 
of their allocation was released on mainnet launch, and then 22.5% was 


released every 3 months over a year. 
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Private Sale: 3.5% of the tokens were for participants in the private sale. The 
price per token was $0.50, and they had a 1-year vesting schedule where 10% 
of their allocation was released on mainnet launch, and then 22.5% was 


released every 3 months over a year. 


Public Sale Option A1: 1% of the tokens were for participants in the Public 
Sale Option Al. The price per token was $0.50, and there was a maximum 
allocation per user of $25k. Tokens have a 1-year vesting schedule where 10% 
of their allocation was released on mainnet launch, and then 22.5% were 


released every 3 months over a year. 


Public Sale Option A2: 8.3% of the tokens were for participants in the Public 
Sale Option A2. The price per token was $0.50, and there was a maximum 
allocation per user of $2.5 million. Tokens have a 1.5-year vesting schedule 
where 10% of their allocation was released on mainnet at launch, and then 


15% was released every 3 months over 18 months. 


Public Sale Option B: 0.67% for participants in the Public Sale Option B. The 


price per token was $0.85, and there was no vesting period. 


Foundation: 9.26% of the tokens are allocated to the Foundation. These 
tokens are used for various ecosystem-building initiatives, including 
marketing, bounties, incentive programs, and more. These have a 10-year 


vesting period. 


Community and Development Endowment: 7% These tokens are allocated 
to individuals and groups who contribute to the development of core tools 
and infrastructure on Avalanche, as well as those who support Avalanche 
through grassroots community building and marketing efforts. Examples of 


such recipients include Avalanche Hub, Avalanche Ambassadors, Avalanche- 
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X grantees, and others. Grants awarded are subject to a 1-year vesting period 


from the date of grant allocation. 


Testnet Incentive Program: 0.27% These tokens were allocated to 
participants in the Avalanche-incentivized testnet program. Participants got 
to complete challenges and earn up to 2000 $AVAX tokens. These tokens were 
locked for a full year. 


Strategic Partners: 5% These tokens are allocated with the specific mandate 
of being distributed to groups, organizations, and enterprises that are 
building businesses using the Avalanche technology and network. For 
example, these may include entrepreneurs looking to build a business that 
does fast international remittance using Avalanche or financial institutions 
that are looking to tokenize assets on Avalanche through their own subnets. 


These have a 4-year vesting period. 


Airdrop: 2.5% of the tokens These tokens are allocated with the specific 
mandate of being distributed to various communities to onboard more 
people into the Avalanche community. For example, these may include 
airdrops to various crypto communities, Reddit communities, developer 
forum communities, and even airdrops to exchange users. These have a 4- 


year vesting period. 


Team: 10% of the tokens. are allocated to founding and non-founding 
members of AVA Labs. These have a vesting period of 4 years, with team 
members, including founders, who have vested tokens before launch and are 


voluntarily re-locking all tokens for four years. 
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Some of the prominent venture firms who invested in Avalanche Pre-sale. 


The public token sale raised $42 million in under 4.5 
hours (and that was with a lengthy queue system), 
which included participants from an Ethereum 
Genesis address. 


What is the Supply Schedule for $AVAX? 


AVAX Supply Schedule 
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The initial token launch date for Avalanche ($AVAX) was September 20th, 
2020. The maximum supply of this token is capped at 720,000,000. The 
supply of $AVAX is expected to be fully vested by July 2030. 


Capped Supply: 

An important characteristic of a store of value is scarcity. Unlike most other 
staking platforms, which have an unlimited supply and continuously 
increase their supply at a compounded rate, Avalanche has a fixed, capped 
supply of 720 million, creating scarcity. 360 million tokens were minted at 
launch (with the vast majority locked up in vesting periods between 1 and 10 
years), while the other 360 million are used for staking rewards. As with 
Bitcoin, reward rates will decrease over time as it gets closer to the capped 


supply (although at a much smoother rate rather than infrequent halving’s). 


In addition to having a limited supply like with Bitcoin, it goes further by 
burning $AVAX tokens for fees for all sorts of operations on the network in 
the primary network, such as transaction fees, and subscription-style fees 
for creating subnets, thus increasing the scarcity of $AVAX for all token 
holders and creating deflationary pressure when the amount burned 


exceeds the minting rewards. 


Capped Supply Capped Supply 


© 


Bitcoin 
(BTC) 


Avalanche e Creation of Asset: 
(AVAX) e Creation of Blockc 
e Creation of Subnets 


% of Max Supply Reached 
% of Max Supply Reached 


Supply is reduced as AVAX 
is burned from: f 
e Transaction fees 


Time Time 


[Source] 
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Feedback Loops: 


If you combine the two factors driving $AVAX scarcity described above (i.e. 
fee burning and validating / staking), you get a feedback loop that looks like 
this: Ņ 


People use Avalanche's C-Chain because it’s cheap, 
reliable, decentralized & secure > 


Usage drives up C-Chain fees > 

Apps migrate to subnets > 

New validators lock up $AVAX, lowering supply — 
C-Chain utilization drops > 

C-Chain gets cheaper -> 

Repeat 


[Source] 


Observations Regarding $AVAX Tokenomic Burn/Mint Design: 


Coin Gecko reported 366,762,845 $AVAX tokens in 
circulation as of January 19, 2024. 
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[Image Source From @cryptomaniaks] 


$AVAX Burned: Daily Average of 3,390: 


Avalanche “burns” transaction fees, taking the tokens paid by those who 
transact on Avalanche and eliminating them from circulation. Burned Avax 
tracks the overall tally, dating back to September 2020, when Avalanche went 
live. As of January 19, 2024, there have been 4,122,939 $AVAX tokens burned 
in total. That means a daily average of 3,390 $AVAX tokens have been 
removed from circulation in the 1,216 days since the Avalanche genesis 
block. 
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TOTAL FEES BURNED 


e 


4,122,939 


AVAX is the native token of Avalanche. It's a hard-capped, scarce asset that is used to pay for 
fees. All fees on Avalanche are burned, benefiting everyone in the community. 


Total AVAX Burned as of January 19, 2024 


The numbers mean an average burn rate of 1,238,119 tokens each year, 


worth 0.337 percent of the supply as of January 2024. 


Even though 100% of the transaction fees are burned, the current burn rate 
isn't nearly enough to offset the high inflation. The circulating supply of 
$AVAX is currently only about 51% of its maximum supply cap (Data from 
1/19/2024). $AVAX can dilute its supply by another 98%. Staking rewards 
form the basis of compensation for validators, leading to a significant 


increase in annual inflation. 


The Burn Rate of $AVAX is Over 25 Times Lower Than the Issuance Rate: 


Transaction fees are burned, but since the transaction fees tend to be 
minimal ($0.10), the burned amount is unnoticeable. The estimated market 
cap of $AVAX is 11.5 billion, while the dollar amount of $AVAX burned is 


around 130 million. 
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It is paramount for more projects to be created or migrated to Avalanche. 


This will result in increased transaction fees due to heightened traffic, 


making it possible that the burn rate will rise in the future. 


However, this presents a situation where users have to make a choice. 


One of the primary reasons users flocked to Avalanche was due to the high 
transaction fees of its main competitor, Ethereum. Avalanche had 
significantly lower transaction costs compared to Ethereum. Since its launch 
and to this day, Avalanche has remained significantly more cost-effective 
and faster for transactions. However, with the rapid emergence of Layer 2 
protocols built on Ethereum that offer comparable transaction fees to 
Avalanche, there are concerns about Avalanche’s ability to maintain its 


former dominance over Ethereum. 
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L2 Fees 


Ethereum Layer-1 is expensive. 
How much does it cost to use Layer-2? 


All L2s 
Name Send ETH Swap tokens 
© Metis Network Ô $0.02 $0.12 ~ 
d~ Loopring $0.03 $0.58 Vv 
++ zkSync Era $0.05 $0.10 v 
++ zkSync Lite $0.06 $0.14 v 
© Optimism $0.06 $0.11 v 
} Arbitrum One $0.08 $0.23 v 
Co Polygon zkEVM $0.10 $0.35 v 
© DeGate $0.10 $0.15 Vv 
© StarkNet $0.11 $0.33 v 
@ Boba Network $0.11 -V 
$ Ethereum $1.02 $5.08 v 


How can rollups reduce their fees? 
Read our first blog-post “Crunching the Calidata”. 


Want to better understand Ethereum's layer-2 ecosystem? 
Visit our friends at L2Beat.com to learn more about scaling solutions and their risk 
assumptions. 


[Source] 


Another point to consider is the potential for Avalanche to achieve massive 
scale and fulfill its mission of becoming the Internet of Finance, processing 


500 million daily transactions. If that happens by 2030, I would likely hold 
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$AVAX as a store of value rather than using it as a means of exchange, similar 
to how I hold Bitcoin. Now, $AVAX is a store of value rather than a global 
currency. Of course, this perspective may be irrational and does not consider 
potential improvement proposals that future governance may vote on to 
address these issues. This also does not consider how subnets may transact 
without using $AVAX by creating their native gas token. When evaluating the 
utility of the $AVAX token, particularly its burning property, we must 


consider all aspects thoroughly. 


Summary: 


While Avalanche’s modular subnet architecture provides tremendous 
flexibility, the report identified ways this innovative design could be 
enhanced to further incentivize the growth of the $AVAX token and 


ecosystem. 


Currently, the high 2,000 $AVAX requirement to validate on the primary 


network discourages many from participating. 


However, promising solutions are being considered. Removing the primary 
network validator prerequisite would allow subnet validators to focus solely 
on their specialized roles. Instead of requiring subnets to stake 2000 $AVAX 
on the primary network, perhaps subnets can leverage Avalanche’s security 
by reducing the stake requirement to around 500 $AVAX. This will incentivize 
smaller subnets to borrow the security from Avalanche validators while 


significantly reducing the barrier to entry. 


Another alternative model where a small percentage of subnet transaction 
fees are converted to $AVAX and provided to the Avalanche Foundation as 
sustainable revenue would incentivize foundation support while giving 


subnets full autonomy. As a result, fees generated from subnets can be 
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reallocated towards bringing more subnets to Avalanche. Additionally, 
scrapping the 2000 $AVAX requirement for subnets could attract many more 


developers by lowering barriers to entry. 


Another solution could be combining the two solutions above. A 
combination of both solutions could also be considered, reducing the 
staking requirement for subnets to 500 $AVAX and having half of the fees go 
towards burning $AVAX while the other half is redistributed to other matters 


that help the Avalanche ecosystem grow. 


If implemented, changes like these could be a game-changer by massively 
increasing the number of innovative applications and validators across many 
customized subnets. The resulting surge in ecosystem interaction and $AVAX 
utility has great potential to address concerns around token demand and 


burn rate outweighing inflation. 
With the right adjustments to its tokenomics, specifically addressing the 
high inflation and better incentivizing builders to create subnets, Avalanche 


appears well-positioned to scale its vision and sustain $AVAX tokenomics 


long-term. 


Tokenomics Avax Avalanche Cryptocurrency Fundamental Analysis 
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